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ABSTRACT
This study investigates how different corporate governance (CG) approaches influence firms' environmental and social  
performance, specifically focusing on the role of internal vs. external resources and operational vs. strategic approaches. 
Anchored in stakeholder and resource dependency theory, we develop a conceptual framework grounded in the dual mech-
anisms of exploration and exploitation. These mechanisms differentiate CG approaches into external advisors and inde-
pendent directors (exploration), internal sustainability teams, and board sustainability committees (exploitation). We test 
this framework on a sample of 269 listed European manufacturing firms. Through a two-stage methodology combining  
content and cluster analysis and multiple regression, we identify four distinct CG approaches and evaluate their effectiveness. 
Results reveal that firms adopting internal and external strategic CG approaches, blending board sustainability committee, internal 
sustainability team, and external expertise, achieve significantly higher environmental and social performance. Our findings show 
how firms can structure CG to embed sustainability into strategy, offering implications for managers, investors, and policymakers.

1   |   Introduction

Over the last few decades, environmental and social issues 
have become increasingly relevant due to global awareness 
and stakeholders' pressure (Clément et  al.  2023; Zumente and 
Bistrova 2021). On the one hand, environmental and social issues 
could enhance firms' reputations (Galletta et al. 2023), foster inno-
vation (Hughes et al. 2021; Wang et al. 2021), and create a more 
sustainable (Ng 2021) and inclusive world (Rastogi et al. 2023). On 
the other hand, firms need to improve their environmental and so-
cial performance as it directly correlates with improved risk man-
agement (Nobanee et al. 2021), long-term financial results (Zhou 
et al. 2022), and competitive advancements (Hussain et al. 2018).

Recent research also points to the need for firms to move from 
symbolic environmental, social and governance (ESG) practices 

to more integrated governance mechanisms that drive real 
impact (Giannarakis et al.  2023; Rodríguez-Sanz et al.  2024). 
This growing relevance has also sparked the need for firms to 
develop specific competencies and maturity models to man-
age sustainability effectively (Lichtenthaler 2023). Ultimately, 
regulatory changes require enhancing environmental and 
social performance to create shared value, balancing eco-
nomic growth with social and environmental considerations 
(Camilleri et  al.  2023; Fatemi et  al.  2018). Implementing an 
effective environmental and social strategy is, in fact, the re-
sponsibility of corporate governance (CG) (Ellili 2022a), which 
is crucial for monitoring progress, managing risks, ensuring 
ethical leadership, and achieving high environmental and so-
cial performance (Karwowski and Raulinajtys-Grzybek  2021; 
Khan  2019). Consequently, CG is responsible for a transfor-
mative journey that demands a huge amount of internal and 
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external resources from the firms (Wöhrmann  2022; Eliwa 
et al. 2021).

Several theories have been used to examine environmen-
tal and social performance (Freeman et  al.  2020; Velte and 
Stawinoga 2020), and recent literature has highlighted the stra-
tegic potential of dynamic capabilities, innovation processes, and 
transformative governance frameworks in driving sustainable 
outcomes (Shrivastava and Addas 2014; Cherrington et al. 2023). 
Environmental and social performance refers to measurable out-
comes related to how firms manage environmental impacts (e.g., 
emissions, energy use) and social responsibilities (e.g., employee 
well-being, diversity, or community engagement). Building on 
this foundation, and to specifically explore the relationship be-
tween CG and sustainability performance, we draw on stake-
holder theory and resource dependency theory.

Stakeholder theory posits that a firm is an integral part of a broader 
social system where mutual influence between the firm and soci-
ety occurs and emphasizes the importance of the interests of all 
relevant stakeholders in decision-making processes (Huse 2003). 
The connections between CG and environmental and social per-
formance, in fact, underscore the significance of incorporating di-
verse interests in corporate decision-making (Peng and Isa 2020). 
Such involvement fosters a broader representation of interests and 
concerns, helping to identify and address environmental and so-
cial issues relevant to the organization (Freeman et al. 2020; Velte 
and Stawinoga 2020). From this perspective, CG plays a key role 
in integrating environmental and social considerations into corpo-
rate decisions (Orazalin 2020; Uyar et al. 2021).

Resource dependency theory underscores the role of CG in se-
curing essential resources, managing external relationships, and 
mitigating risks to ensure organizational stability and success 
(Hillman et al. 2009). Resource dependency theory posits that 
firms must obtain resources to survive, and the need to acquire 
these resources leads them to form relationships with external 
entities (Jiang et al.  2023). It highlights the importance of the 
board of directors and other governance mechanisms in man-
aging these dependencies (Abdullah and Valentine  2009). In 
shaping their CG approaches to environmental and social issues 
and to provide the missing skills (Cardon and Stevens  2004), 
firms require competent and qualified resources, either devel-
oped internally (e.g., employees, middle managers, managers, 
or even Chief Sustainability Officer) or acquired externally (e.g., 
advisors, independent directors). Consequently, CG approaches 
can be defined as firm-level configurations of governance mech-
anisms that vary in their reliance on internal versus external 
resources, and in their operational or strategic orientation. 
Building on the distinction between resource exploration and 
resource exploitation (March  1991), we develop a framework 
to conceptualize how internal and external resources contrib-
ute to organizational processes. Exploration involves acquiring 
new skills and competencies in different areas of knowledge and 
experimenting with innovative solutions. On the other hand, ex-
ploitation focuses on gradually improving existing solutions and 
seeking efficiency within current areas of knowledge. These dif-
ferent mechanisms are not mutually exclusive (Lavie et al. 2010).

By adopting stakeholder theory and resource dependency theory 
and the concepts of resource exploration and resource exploitation, 

we aim to evaluate how various CG approaches to environmental 
and social issues influence firms' overall environmental and social 
performance. Existing studies often rely on general governance 
indices or board characteristics, offering limited theoretical depth 
and neglecting the differentiation between governance models 
based on organizational learning mechanisms such as explora-
tion and exploitation (March  1991; Lavie et  al.  2010). Moreover, 
few contributions have examined how CG configurations influ-
ence environmental and social outcomes through resource and 
stakeholder-oriented lenses, resulting in an incomplete understand-
ing of how CG choices support sustainability goals. Recent reviews 
further note that sustainability research often relies on simplistic 
governance indicators, overlooking more complex configurations 
based on internal and external resource orientation and strategic 
scope (Giannarakis et  al.  2023; Orazalin and Baydauletov  2020; 
Cherrington et al. 2023; Rodríguez-Sanz et al. 2024).

In summary, prior research has not clearly explained how dif-
ferent configurations of CG approaches, distinguished by their 
resource orientation and strategic scope, affect firms' environ-
mental and social performance. To fill this gap, this study aims to 
answer the following research question (RQ): How do various CG 
approaches to environmental and social issues, distinguished by 
their emphasis on resource exploration and/or resource exploita-
tion, impact a firm's environmental and social performance?

Accordingly, this study develops and empirically tests a multidi-
mensional framework that links CG approaches to firms' envi-
ronmental and social performance.

The empirical analysis focuses on 269 European publicly listed 
manufacturing firms, a sector selected for its high exposure to 
environmental and social pressures, stemming from intensive 
resource use, complex supply chains, and heightened stake-
holder expectations (Awan et  al.  2017). This choice allows for 
a more controlled analysis of CG approaches in a context where 
sustainability is both material and measurable. These dynamics 
are particularly relevant in the current industrial context, where 
the intersection of Industry 4.0 technologies and circular econ-
omy principles plays a crucial role in reshaping sustainability 
practices across global value chains (Awan et al. 2022). European 
firms are also subject to increasingly stringent sustainability 
regulations, such as the EU Taxonomy, Corporate Sustainability 
Due Diligence Directive (CSDDD) and especially the Corporate 
Sustainability Reporting Directive (CSRD), which increases 
transparency and accountability in ESG reporting (Nampoothiri 
et al. 2024). This growing regulatory pressure on sustainability, 
particularly in the manufacturing sector, exposes the limits of 
symbolic governance practices and increases the need for gover-
nance configurations that enable real transformation.

We adopted a two-stage methodology. In the initial stage, through 
a content and cluster analysis, we identified four groups of firms 
with homogeneous CG approaches to environmental and social 
issues, classified in terms of internal and/or external resources 
and operational or strategic orientation. In the final stage, we 
estimated a multiple linear regression to assess the impact of dif-
ferent CG approaches on environmental and social performance.

This research makes novel contributions to both the academic 
literature and practical applications.
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To the best of our knowledge, this is among the first stud-
ies that address a key gap in the literature by proposing and 
empirically validating a multi-dimensional framework of 
CG approaches, grounded in stakeholder theory, resource 
dependency theory, and the concepts of resource explora-
tion and exploitation (March  1991; Lavie et  al.  2010). While 
prior research has linked CG mechanisms to sustainability 
outcomes, it often lacks theoretical depth and relies on gen-
eral governance indices or limited board characteristics. Our 
framework introduces a more nuanced perspective, defining 
CG configurations along internal vs. external resource orien-
tation and operational vs. strategic focus, and connects gov-
ernance design with organizational learning processes. In 
doing so, we build on and extend the work of Orazalin and 
Baydauletov  (2020) and Giannarakis et  al.  (2023), offering a 
more granular understanding of how different CG approaches 
affect environmental and social performance.

Finally, the study offers actionable insights for managers, 
policymakers, and investors, helping them understand how 
governance configurations can be designed to meet grow-
ing sustainability expectations and foster long-term value 
creation.

2   |   Corporate Governance as a Driver of 
Environmental and Social Performance

Prior research that analyses the relationship between CG ap-
proach and environmental and social performance often relies 
only on a single theory, despite the importance of incorporating 
theory triangulation (Zattoni et al. 2020). In particular, Zattoni 
et al. (2020) argued that the inconsistent results found in stud-
ies on CG and environmental and social performance can be at-
tributed to the exclusive reliance on either agency theory or one 
of the “trinity theories.” In addition, Nguyen et al. (2021) empha-
sized the importance of adopting a multi-theoretical approach 
to comprehend the effects of CG on outcomes. Furthermore, 
despite increasing attention to the relationship between CG 
and sustainability outcomes, existing studies typically rely on 
broad governance indices or individual board characteristics 
(Giannarakis et  al.  2023). These approaches provide limited 
theoretical granularity and fail to capture the complex inter-
play between internal and external governance mechanisms, as 
well as their operational and strategic orientation (Orazalin and 
Baydauletov 2020). Moreover, current research rarely integrates 
organizational learning perspectives, particularly the explora-
tion–exploitation dichotomy, with stakeholder and resource de-
pendency theories (Cherrington et al. 2023; March 1991; Zattoni 
et  al.  2020). As a result, the literature lacks a comprehensive 
framework to explain how different governance structures influ-
ence environmental and social performance (Nguyen et al. 2021; 
Zattoni et al. 2020).

Corporate governance is the mechanism by which firms are 
directed and controlled. It encompasses a framework of rules, 
processes, and organizational structures that serve as the 
basis for the effective functioning of a firm. It is designed to 
ensure the proper alignment of business operations with the 
interests of various stakeholders (Du Plessis et al. 2018). The 
three core activities within CG (i.e., administration, control, 

and disclosure) (Ellili  2022b) contribute to transparency 
(Hermalin and Weisbach 2007), accountability (Brennan and 
Solomon  2008), and effective decision-making (Cutting and 
Kouzmin 2000). Consequently, CG encompasses the rules and 
processes governing decision-making, providing guidance for 
achieving corporate objectives, and facilitating the attained 
results (Gilson 2001). Until the last century, CG studies mainly 
focused on managing conflicts between various groups within 
firms, such as shareholders, workers, and customers, without 
necessarily considering aspects related to sustainability or so-
cial responsibility (Orts and Strudler  2002). However, as we 
entered the twenty-first century, the scope of CG expanded 
beyond shareholders to encompass all stakeholders, involving 
a more comprehensive oversight of firms' activities, including 
their societal and environmental impacts (Naciti et al. 2021). 
Stakeholders have then assumed an increasingly pivotal role, 
compelling firms to enhance their sustainable practices and 
reevaluate their environmental and social impacts (Kujala 
et al. 2022).

Through stakeholder theory, management scholars have for-
malized the change in corporate focus, moving beyond share-
holder interests to a broader and more complex perspective 
(Parmar et al.  2010). In particular, stakeholder theory empha-
sizes the firm's accountability to various societal stakeholders 
(Dmytriyev et al. 2021). The fundamental principle is that busi-
nesses should create value for all stakeholders in accomplish-
ing a firm's objectives (Freeman, 2010; Dmytriyev et al. 2021). 
Hence, it is imperative for firms to collectively evaluate and 
harmonize stakeholders' desires (Freeman and Dmytriyev 2017; 
Parmar et al. 2010). Managers' primary responsibility is to gen-
erate shared advantages for all stakeholders rather than priori-
tizing the interests of shareholders.

Stakeholder theory posits that a firm is an integral part of so-
ciety. The value created by a firm is evaluated according to 
its ability to meet specific societal expectations and environ-
mental needs (McGahan  2021). While primary stakeholders 
wield immediate influence over the firm's destiny, such as the 
production of products and services, the claims of secondary 
stakeholders are more likely to impact entrepreneurial activi-
ties indirectly, influencing practices related to people, society, 
or the environment (Kujala et  al.  2022). It is therefore cru-
cial for management to effectively balance diverse interests 
and align corporate objectives with stakeholders', sometimes 
conflicting, demands. Consequently, stakeholder theory has 
increasingly integrated sustainability issues, such as environ-
mental and social concerns, into its conceptual framework. It 
establishes a framework that connects CG with environmental 
and social issues (Kumar 2023): business practices that oper-
ate in isolation and neglect societal values and environmen-
tal requirements are deemed unsustainable in the long term 
(Missimer and Mesquita 2022). According to stakeholder the-
ory, CG is responsible for fulfilling its legal responsibilities, 
managing stakeholders' concerns, and enhancing environ-
mental and social performance (Freeman 2023; Freudenreich 
et al. 2020).

In conclusion, to consistently meet stakeholders' expectations 
and according to Stakeholder Theory, the importance of manag-
ing environmental and social issues emerges as an integral part 
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of CG decisions to create sustainable environmental and social 
value (Freeman 2023; Freudenreich et al. 2020).

To strengthen the theoretical foundation, this study emphasizes 
resource dependency theory, which, we argue, is especially per-
tinent for understanding how CG structures shape firms' op-
erational and strategic responses to sustainability challenges. 
This theory offers a powerful lens for investigating the gover-
nance mechanisms that drive sustainability outcomes (Islam 
et al. 2022). CG, thanks to contributions made by directors, of-
fers firms specialized knowledge and a wide range of abilities 
and resources that could be highly beneficial in tackling envi-
ronmental and social issues (Godos-Díez et al. 2018). Boards, in 
fact, are structured to include members who can provide access 
to critical resources, such as capital, information, and connec-
tions. Members might consist of individuals with industry ex-
pertise, political influence, or links to other key organizations. 
CG, and particularly the external directors, can provide critical 
information for the firm, skills, advice and guidance, improve 
the firm's reputation and credibility, establish channels of com-
munication with external stakeholders, and offer favorable 
evaluations of specific resources or external support (Hillman 
and Dalziel  2003; Rodríguez-Sanz et  al.  2024). Furthermore, 
boards can influence and control resource flows by aligning or-
ganizational strategies with resource acquisition and allocation. 
This involves ensuring that the organization remains adapt-
able and responsive to external changes and pressures (Oliveira 
et al. 2022).

An effective CG can manage the risks associated with resource 
dependencies (Ozturk 2021). This includes diversifying resource 
sources and maintaining a balance of power with key stake-
holders. By managing external dependencies well, firms can 
enhance their sustainability and longevity. Boards, therefore, 
play a crucial role in ensuring that the organization remains 
resource-sufficient (Hillman et al., 2023).

Summarizing, according to stakeholder and resource depen-
dency theory, we argue that the characteristics of the firm's CG 
approach are fundamental determinants of its environmental 
and social performance. This is particularly evident in the man-
ufacturing sector, where firms often face complex operational 
structures, limited internal ESG competencies, and fragmented 
governance arrangements (Zattoni et  al.  2020; Michelon and 
Parbonetti  2012). In many cases, governance mechanisms re-
main symbolic, focused on compliance and reporting, rather 
than strategically integrated into decision-making. Resource 
dependency theory highlights that such deficiencies can hinder 
the firm's ability to acquire and mobilize critical environmen-
tal and social resources, ultimately limiting its capacity to adapt 
to stakeholder demands and regulatory expectations, as stake-
holder theory highlights. These issues underscore the need for 
CG approaches that meet disclosure requirements and facilitate 
internal learning and organizational change.

3   |   Theoretical Foundations

The CG approach is responsible for managing environmental 
and social issues within a firm, and it can vary considerably from 
one organization to another (Cadman 2011). This variability is 

influenced by several factors, including CG traditions, self-
regulatory codes, and firm-specific choices (Cankar  2005). 
Additionally, it may differ depending on a firm's experience, 
size, age, industry, and geographic location.

In this research, we characterize the CG approach to environ-
mental and social issues by contrasting the two opposites, yet 
not mutually exclusive, mechanisms of organizational learn-
ing based on resource exploration and resource exploitation 
(March 1991). Exploration and exploitation have become com-
mon concepts for categorizing and interpreting firm behavior 
and organizational learning (Lavie et al. 2010). While explora-
tion entails acquiring additional skills and competencies in new 
knowledge domains and experimenting with innovative solu-
tions, exploitation is centered on incrementally refining exist-
ing solutions and seeking efficiency within current knowledge 
domains. March stresses that “both exploration and exploitation 
are essential for organisations, but they compete for scarce re-
sources. As a result, organisations make explicit and implicit 
choices between the two” (March 1991).

Building upon resource dependency theory, we integrate the 
concepts of exploration and exploitation, which we conceptual-
ize not simply as modes of organizational learning, but as distinct 
CG configurations based on the origin of resources (internal vs. 
external). Formulated initially by Salancik and Pfeffer  (1978), 
resource dependency theory posits that organizations depend 
on external actors and resources for survival and performance, 
and that governance structures evolve as strategic responses 
to manage such dependencies. In the context of sustainability, 
resource dependency theory suggests that firms structure their 
boards, committees, and external engagements to ensure access 
to critical environmental and social resources, reduce uncer-
tainty, and maintain legitimacy in their institutional environ-
ment (Hillman et al. 2009). This theoretical framework provides 
a robust basis for understanding how CG approaches are shaped 
to access, integrate, and utilize key resources through explora-
tion and exploitation dynamics, ultimately enhancing environ-
mental and social performance.

3.1   |   Resource Exploration

Exploration-oriented CG approaches reflect an openness to ex-
ternal knowledge, expertise, and innovation (Lavie et al. 2010; 
Zattoni et al. 2020). These configurations involve the inclusion 
of independent directors, external advisors, and domain experts 
who serve as boundary-spanning agents, facilitating the acqui-
sition of novel resources and perspectives. Within the lens of re-
source dependency theory, these actors are seen as essential to 
navigating institutional complexity, managing uncertainty, and 
acquiring legitimacy in the face of evolving environmental and 
social expectations (Ozturk 2021).

Independent directors occupy a unique position on the board: 
they are formally part of the governance structure but remain de-
tached from day-to-day management and controlling sharehold-
ers. This structural independence enables them to offer critical 
oversight and strategic input, particularly on complex, long-term 
issues such as sustainability (Patelli and Prencipe  2007). They 
bring professional experience, technical skills, and external 
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connections that broaden the board's vision and mitigate manage-
rial opportunism (Pucheta-Martínez and Gallego-Álvarez 2019). 
Numerous empirical studies support their positive influence 
on environmental and social performance (Biswas et  al.  2018; 
Hussain et al. 2018), although other findings remain inconclu-
sive (García Martín and Herrero 2020; Uyar et al. 2021; Orazalin 
and Mahmood 2021).

External advisors also play a crucial role, particularly in the 
initial phases of ESG strategy implementation. They contribute 
specialized knowledge, methodological guidance, and bench-
marks based on best practices across industries (Dasanayaka 
et al. 2022). Their contribution extends beyond technical assis-
tance: By conducting external reviews, identifying inefficien-
cies, and offering objective evaluations, they support firms in 
aligning ESG efforts with strategic goals and enhancing trans-
parency (Camilleri et al. 2023). These functions are especially 
relevant when internal competencies are limited or fragmented.

Both independent directors and external advisors provide critical 
human and relational capital that enhances a firm's capacity to en-
gage in non-routine learning and manage institutional complexity. 
Their contributions go beyond compliance, helping firms design 
credible sustainability strategies, foster external legitimacy, and 
build resilient stakeholder relations (Nguyen et al. 2021; Hillman 
et al. 2009; Tricker 1984; Haniffa and Cooke 2005).

3.2   |   Resource Exploitation

Within our theoretical framework, exploitation-oriented CG ap-
proaches prioritize efficiently using existing internal resources 
and established routines. These include internal sustainability 
teams and board sustainability committees, which are often 
tasked respectively with the operational and strategic imple-
mentation of ESG issues.

Building on resource dependency theory, exploitation mech-
anisms aim to consolidate control over decision-making and 
maintain alignment with organizational priorities, minimizing 
dependence on external actors (Hillman et  al., 2000; Hillman 
et  al.  2009). Such configurations are especially suitable in rel-
atively stable environments, where predictable compliance and 
process optimization drive ESG performance (Fatemi et al. 2018). 
As firms gain experience and expertise in environmental and 
social issues, the advisors' role may become increasingly resid-
ual, parallel with hiring resources dedicated to building internal 

environmental and social capabilities. In this case, firms are re-
source exploiting. There may actually be cases where the team is 
composed solely of internal resources, and others where, in ad-
dition to internal resources, there are also external ones. Internal 
resources could be employees, middle managers, managers, or 
even chief sustainability officers, and they can be present al-
ternately with each other or constitute a dedicated operational 
team. In certain cases, the board can set up an internal sustain-
ability committee, whose primary responsibility is to oversee 
and guide the firm's environmental and social efforts and ensure 
that they align with the firm's overall strategy and values (Burke 
et al. 2019). The existence of an internal board committee or an 
individual overseeing sustainability issues at the board level indi-
cates that the firm adopts a proactive strategy with stakeholders 
(Post et al. 2002). Typically tasked with reviewing policies and 
actions related to the firm's principles and commitment to sus-
tainability issues, an internal committee actively reports social 
and environmental information (Post et al. 2002).

The establishment of an internal sustainability committee can 
be interpreted as an effective strategic CG resource for address-
ing stakeholder expectations, bridging the legitimacy gap, and 
enhancing environmental and social performance. By over-
seeing the quality of stakeholder engagement and sustainabil-
ity reporting policies, such an internal committee embodies an 
exploitation-based learning mechanism that leverages internal 
knowledge and organizational routines.

Summarizing, it is possible to identify different CG resources de-
fined by mechanisms of organizational learning based on resource 
exploration and resource exploitation. This articulation strength-
ens the study's theoretical foundation by showing how the resource 
management logic of resource dependency theory translates into 
a specific CG approach and helps explain the variance in perfor-
mance based on the CG approach adopted. These CG approaches 
span from delegating environmental and social issues to external 
advisors (i.e., exploration) to establishing a dedicated board sus-
tainability committee (i.e., exploitation). Table 1 provides a con-
ceptual synthesis of how different CG resources, framed through 
the dual mechanisms of exploration and exploitation, can be inter-
preted through the lenses of resource dependency theory.

4   |   Research Question

Scholars have dealt with measuring environmental and so-
cial performance,1 highlighting the factors underlying good 

TABLE 1    |    CG resources framed by exploration–exploitation mechanisms and theoretical lenses.

Mechanism CG resources Resource origin Resource dependency theory interpretation

Exploitation Internal sustainability team, 
board sustainability committee

Internal Firms rely on internal resources to 
reduce uncertainty and maintain control; 
committees consolidate ESG into internal 

routines and enhance internal capacity.

Exploration Independent directors, 
external advisors

External Governance structures are adapted to access 
critical external resources, expertise, and 

legitimacy in dynamic environments.

Abbreviation: CG, corporate governance.
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performance (Fatemi, 2018), but few correlate the different CG 
approaches.2 Notwithstanding, CG is a meaningful predictor 
of a firm's environmental and social performance (Orazalin 
and Baydauletov, 2020; Biswas et al. 2018; Hussain et al. 2018). 
However, what remains underexplored is how distinct CG ap-
proaches influence such outcomes, particularly when viewed 
through the lens of resource exploration and exploitation. By 
linking configurations to the exploration–exploitation logic, we 
formulate our research question:

RQ: How do various CG approaches to environmental and 
social issues, distinguished by their emphasis on resource 
exploration and/or resource exploitation, impact a firm's 
environmental and social performance?

Literature unanimously suggests that the CG approach signifi-
cantly influences the quality of environmental and social perfor-
mance provided to stakeholders (Claessens and Yurtoglu 2013; 
Iatridis  2012; Cong and Freedman  2011). In particular, Jacoby 
et  al.  (2019) recommend scrutinizing the composition of both 
governance bodies, the board of directors and the top executive 
team. Concurrently, other studies reveal that board character-
istics are linked to environmental performance (Giannarakis 
et  al.  2020; García Martín and Herrero  2020). Among others, 
board independence and the number of external directors pos-
itively impact environmental and social performance quality. 
Conversely, Patelli and Prencipe (2007) propose that many inde-
pendent directors may have a negative or very limited effect on 
performance, positing that these directors are typically appointed 
by major shareholders who can strongly influence the decision.

Under the stakeholder theory, a committee is formulated to en-
hance the stakeholders' management (Pucheta-Martínez and 
Gallego-Álvarez  2019). Apart from Biswas et  al.  (2018), there 
seems to be a lack of empirical studies focusing on the impact 
of sustainability committees on environmental and social per-
formance, along with their dimensions. Few studies adopting 
stakeholder theory have found that firms with a sustainabil-
ity committee tend to have better social and environmental 
performance (see e.g., Michelon and Parbonetti  2012; Biswas 
et al. 2018; Hussain et al. 2018; García Martín and Herrero 2020; 
Orazalin 2020; Uyar et al. 2021), while few others provide evi-
dence that the presence of a sustainability committee has no im-
pact (Giannarakis et al. 2020). The presence of a sustainability 
committee improves the effectiveness of sustainability-related 
strategies and leads to better social and environmental perfor-
mance (Hillman and Dalziel 2003; Orazalin 2020).

To operationalize our theoretical framework and ensure a coher-
ent alignment between theory and empirical analysis, we derived 
CG mechanisms from the combination of resource dependency 
theory and the organizational learning lens of exploration and 
exploitation (March 1991; Lavie et al. 2010). Specifically, the rel-
evance of internal resources, such as sustainability committees 
and internal sustainability teams, institutionalizes stakeholder 
concerns into organizational routines and reflects an exploita-
tion logic (Hillman and Dalziel  2003; Pucheta-Martínez and 
Gallego-Álvarez  2019). These mechanisms rely on internal re-
sources and aim to refine existing competencies and processes 
aligned with environmental and social goals. In contrast, the use 
of external governance channels, such as external advisors and 

independent directors, provides firms with access to strategic 
resources, external legitimacy, and novel knowledge, thus repre-
senting exploration-oriented mechanisms (Ozturk 2021).

In conclusion, to clarify these conflicting findings and address 
the lack of consensus in the literature, we conceptualize cor-
porate governance as a set of mechanisms that vary along two 
key dimensions: resource origin (internal vs. external) and gov-
ernance orientation (operational vs. strategic). The theoretical 
framework, illustrated in Figure  1, allows us to identify four 
distinct CG approaches. By linking these configurations to 
the exploration–exploitation framework, we explain how dif-
ferent CG approaches to environmental and social issues, dis-
tinguished by their emphasis on resource exploration and/or 
resource exploitation, affect a firm's environmental and social 
performance.

5   |   The Empirical Setting

5.1   |   Data and Methodology

This study adopts a quantitative, cross-sectional research design 
to examine the relationship between CG approaches and firms' 
environmental and social performance. The unit of analysis is 
the firm, and the observation year is 2022 for CG-related vari-
ables. A 1-year lag was applied to environmental and social per-
formance and financial variables.

The sample consists of 269 publicly listed firms from the Eurozone 
operating in the manufacturing sector,3 that have published a 
sustainability report, according to the Global Reporting Initiative 
(GRI) standards.4 The manufacturing sector was selected due 
to its high environmental impact, regulatory exposure, and the 
relevance of sustainability practices in operational and strate-
gic decision-making (Awan et  al.  2017). Limiting the scope to 
the Eurozone ensures institutional comparability and consis-
tency in disclosure obligations under EU regulations. According 
to Eurostat  (2024), the manufacturing sector became the largest 
source of greenhouse gas emissions in the EU in 2023, accounting 
for nearly 694 million tons of CO₂ equivalents, which represents 
approximately 20% of the total emissions from the EU economy 
and households. As a result, manufacturing firms, whether di-
rectly covered by the regulation or indirectly involved as suppli-
ers, face mounting pressure to align with these new standards. 
The CSRD and CSDDD, in particular, extend due diligence obli-
gations and GHG emission disclosures across entire value chains. 
Although not directly regulated, many SMEs in the manufacturing 
sector are increasingly required to share ESG data with larger cli-
ents. Nevertheless, empirical studies suggest that many European 
firms still lack the internal ESG capabilities, governance maturity, 
and strategic integration needed to respond effectively (Niesten 
et al. 2024). In several cases, corporate governance mechanisms 
remain compliance-oriented or symbolic rather than enabling real 
transformation (Rodrigue et al. 2013). These challenges reinforce 
the importance of investigating how different CG configurations, 
particularly those leveraging both internal and external resources, 
can help firms navigate regulatory complexity and improve their 
environmental and social performance in a sector under intense 
institutional and stakeholder pressure.
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7Business Strategy and the Environment, 2025

Firms that had not published a sustainability report were ex-
cluded to ensure data availability and comparability, particularly 
in the identification of CG practices related to environmental 
and social issues. Although this may introduce a selection bias, 
favoring firms more engaged in sustainability, this approach is 
aligned with the study's analytical focus: evaluating the quality 
and variation in CG approaches among firms that are already 
committed to sustainability disclosure. Moreover, GRI adoption 
is widespread among large, listed European firms, especially in 
sectors subject to high stakeholder scrutiny, such as manufactur-
ing, which reinforces the relevance and representativeness of the 
sample (Papa et al. 2022).

The dataset was compiled through a consolidation process that 
involved three primary sources: corporate disclosures (i.e., sus-
tainability reports, annual reports, corporate governance guide-
lines, and other pertinent documents) for CG variables, the 
Refinitiv datastream for environmental and social indicators, 
and Orbis for financial and economic data.

To identify firms' CG approaches, we relied on corporate disclo-
sures. These sources offer detailed insights into governance prac-
tices and reflect how firms publicly frame their sustainability 
strategies. However, corporate disclosures are self-reported and 
may be influenced by reputational concerns, leading to poten-
tial risks of selective reporting or greenwashing. To mitigate this, 
we adopted a content analysis protocol to ensure consistency in 
how CG mechanisms were coded. Furthermore, the information 
collected from corporate disclosures was cross-validated with 
governance indicators from Refinitiv (i.e., CSR Sustainability 
Committee), which applies a standardized methodology to assess 
the presence and quality of specific governance practices. While 
some degree of reporting bias cannot be entirely ruled out, the 

use of multiple data sources and a structured coding approach 
enhances the reliability of the resulting CG classifications.

Environmental and social performance was assessed using 
Refinitiv's ESG Pillar Scores, which are based on multiple catego-
ries and reflect firm-level performance across a range of sustain-
ability dimensions. These multidimensional scores are derived 
from publicly disclosed data and are recognized for methodolog-
ical rigor and transparency (Gomes and Marsat 2018). Compared 
to aggregate CSR indices, this multidimensional approach allows 
for a more nuanced analysis of firm-level sustainable perfor-
mance (Giannarakis et al. 2023).

The methodological framework comprises two stages. First, 
we conducted a content and hierarchical agglomerative cluster 
analysis to identify distinct CG configurations, using a classifica-
tion based on two dimensions: (1) internal vs. external resource 
orientation, and (2) operational vs. strategic governance focus. 
In the second stage, we applied multiple regression models 
(Greene  2018) to evaluate the impact of the identified CG ap-
proaches on environmental and social performance, controlling 
for relevant firm-level factors. This empirical strategy is consis-
tent with prior ESG literature (e.g., García-Sánchez et al., 2020).

5.2   |   First Stage: Content and Cluster Analysis

The first stage of the methodology consists of two steps: First, we 
characterize the CG approaches through a manual content analysis 
of company disclosures, followed by a cross-check with Refinitiv 
data to ensure consistency and enhance data reliability. Second, 
we developed the cluster through an analysis of hierarchical ag-
glomeration and a dendrogram (Johnson and Wichern 2007).

FIGURE 1    |    Theoretical framework.
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8 Business Strategy and the Environment, 2025

In the first step, through content analysis, we examined the sus-
tainability reports, annual reports, corporate governance guide-
lines, and other available materials of the sampled firms, and we 
identified the variables able to define different CG approaches. 
Then, we cross-validated the identified governance features with 
ESG and corporate governance indicators provided by Refinitiv. 
Although Refinitiv does not offer the same level of qualitative 
detail as our manual analysis, the general alignment between 
the two sources reinforces the consistency and robustness of our 
variable construction.

All authors independently collected data, and each variable was 
constructed through a manual content analysis. The content 
analysis was done manually for several reasons. This procedure 
enabled authors to make comparisons, prevent inconsistencies, 
and ensure the reliability of the results (Krippendorff 2018). The 
information comes from various sources and is presented in dif-
ferent forms (e.g., text, figures such as organizational charts, 
tables); manual analysis is the best way to manage this hetero-
geneity. Furthermore, firms adopt various terminologies when it 
comes to sustainability. For example, concerning the adoption of 
a board committee, firms could have committees with multiple 
names, such as ESG committee, sustainability committee or CSR 
committee, which, however, had the same tasks and responsibil-
ities. Manual content analysis allows for the recognition of such 
semantic variation and has been widely adopted in ESG research 
to extract qualitative features from disclosures (Michelon and 
Parbonetti 2012; Sharma et al. 2020). Finally, textual information 
requires insights that go beyond the number of words or sentences.

To ensure coding consistency, all authors independently applied 
the protocol after a pilot phase to align interpretations. Any dis-
crepancies or ambiguous cases were discussed collectively until 
consensus was reached.

We constructed four variables, described in Table 2:

	 i.	 External advisors, representing external and exploration-
oriented mechanisms grounded in resource dependency 
theory;

	 ii.	 Independent directors, also classified as external and explor-
atory, given their role in broadening strategic oversight and 
stakeholder representation;

	iii.	 Internal sustainability team, composed of personnel directly 
employed by the firm, reflect internal and exploitation-
based mechanisms aligned with stakeholder theory;

	iv.	 Board sustainability committee, a formal internal gover-
nance structure rooted in the board of directors, also reflects 
an exploitation-oriented mechanism by institutionalizing 
ESG within existing governance processes and enhancing 
internal coordination.

External advisors and independent directors are widely recognized 
in both theory and practice as key external governance mecha-
nisms that enable firms to access new knowledge, legitimacy, and 
strategic insights, reflecting an exploratory logic (Rodríguez-Sanz 
et al. 2024). Conversely, the internal sustainability team represents 
the formalization of sustainability competencies within the orga-
nizational structure (Cardon and Stevens 2004), while the board 

sustainability committee consists of established governance in-
struments that integrate environmental and social priorities into 
strategic decision-making (Hillman and Dalziel  2003). Both are 
rooted in an exploitation logic, fostering internal resource devel-
opment and operational integration.

Together, these four variables form a parsimonious yet robust 
framework that reflects both the formal architecture of CG re-
sources and its functional role in sustainability governance. They 
are also observable and consistently reported in firm disclosures, 
ensuring reliability and comparability in empirical analysis. 
While CG encompasses a broader array of resources, these four 
were selected because they are widely adopted across firms, ex-
plicitly connected to sustainability governance in prior research, 
and interpretable within the dual lens of exploration and ex-
ploitation. As such, they provide a theoretically grounded and 
empirically tractable basis for clustering firms according to their 
CG approach to environmental and social performance.

As a result of the first step, we created a database containing de-
tails about each sample firm's CG resources.

In the second step, we conducted the cluster analysis. We performed 
a hierarchical agglomerative clustering using Ward's method on a 
dissimilarity matrix computed with the Jaccard coefficient, which 
is well suited for binary data (Gower and Legendre  1986). The 
choice of the Jaccard distance reflects the binary nature of most of 
the CG variables under analysis. This clustering technique is par-
ticularly appropriate for exploratory studies where the number of 
clusters is not known a priori, as it iteratively merges the most sim-
ilar observations while minimizing within-cluster variance.

To determine the optimal number of clusters, we examined both 
the dendrogram and the corresponding scree plot of linkage 

TABLE 2    |    CG resources variable definitions.

CG resources Variable definition Resources

External 
advisors

Presence of external advisors External 
resources,

Exploration

Independent 
directors

Percentage of independent 
directors of the Committee

External 
resources,

Exploration

Internal 
Sustainability 
Team

Dummy variable taking the 
value 1 if the firm nominates a 
Team composed of personnel 

of the firm but not only 
directors (e.g., employees 
and managers) that deals 
with environmental and 
social issues, 0 otherwise

Internal 
resources,

Exploitation

Board 
Sustainability 
Committee

Dummy variable that takes 
the value 1 if the firm 

nominates a committee that 
deals with environmental and 

social issues, 0 otherwise.

Internal 
resources,

Exploration 
and 

Exploitation

Abbreviation: CG = Corporate Governance.
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9Business Strategy and the Environment, 2025

distances. A sharp increase in linkage height was observed after 
the fourth merging step, indicating a natural cutoff point and 
supporting the selection of a four-cluster solution (Johnson and 
Wichern 2007). To assess the internal validity of the clustering 
solution, we calculated the average silhouette width, which 
yielded a value of 0.858, indicating a very strong degree of cohesion 
within clusters and separation between them (Rousseeuw 1987). 
This result supports the empirical robustness of the classification 
and complements its theoretical interpretability.

While a greater number of clusters could introduce more gran-
ularity, the four-cluster solution offers a theoretically grounded 
and empirically interpretable typology of CG approaches. It 
aligns with our conceptual framework, which differentiates gov-
ernance configurations along two key dimensions: internal vs. 
external resource orientation and operational vs. strategic gover-
nance focus. This structure ensures a balance between explana-
tory depth and empirical tractability in the subsequent analysis.

5.3   |   Second Stage: Model and Variables

We adopted the multiple regression model (Greene  2018) to 
examine the relationship between the CG approaches (i.e., the 
clusters) and the environmental and social performance. The 
models are as follows:

 

The dependent variables of the models are the firm's 
Environmental performance and Social performance. Assessing 
a firm's environmental and social performance represents 
a procedure that is not straightforward and unambiguous. 
Specific indicators and metrics can be adopted from the report-
ing standards adopted by firms (i.e., GRI, SASB, IR, EFRAG). 
At the same time, it is possible to rely on indicators issued by 
third parties to assess the KPIs adopted by firms and reported 
in sustainability reports, such as ESG ratings or specific ESG 
indices (Pan et al. 2021), or on questionnaires, interviews, and 
surveys to be administered to individual firms. In this study, 
the Environmental Pillar Score and the Social Pillar Score pro-
vided by Refinitiv have been used as proxies for the environ-
mental performance score (EPS) and social performance score 
(SPS) variables, respectively (Gomes and Marsat 2018; Jackson 
et al. 2020). Each pillar score ranges from 0, indicating the low-
est performance, to 100, representing the highest performance. 
In particular, the environmental pillar is a score assigned to 
each firm that reflects its overall performance in terms of en-
vironmental sustainability, resulting from the weighted com-
position of three environmental categories: emissions score 
(36%), environmental innovation score (29%), and resource 
use score (35%). Similarly, the social pillar results from the 
weighted composition of four social categories: human rights 
score (17%), product responsibility score (13%), workforce score 
(43%), and community score (28%). All the categories have been 
used as dependent variables in the models developed as a ro-
bustness check.

The independent variables to evaluate different CG approaches 
are obtained from the cluster analysis (i.e., external CG approach, 
internal operational CG approach, internal strategic CG approach, 
internal and external strategic CG approach).

We control for several firm-specific characteristics. Previous 
studies showed a significant positive relationship between the 
size of a firm and environmental and social performance (Galani 
et al. 2012). The greater resource availability of larger firms usu-
ally results in better environmental and social performance 
(Baraibar-Diez and Odriozola 2019). We measure firm size as the 
firm's turnover (firm size). Firm age is used as a proxy for organi-
sational complexity and experience and has significant effects on 
a firm's environmental and social performance (Srivastava and 
Gnyawali 2011). We measure the firm age as the number of years 
since its founding (Pan et al. 2021). A firm's profitability is directly 
related to environmental and social performance, as profitability 
provides the capacity for management to give more attention to 
sustainability demands (Huang 2021). We measure profitability as 
net income to total assets, return on assets (ROA) (Weber 2017). 
Also, debt-to-equity ratio (Indebtedness) is included as a firm-
specific characteristic. Indebtedness and, thus, less ability to invest 
in environmental and social issues result in worse performance. 
Finally, since CG approaches and environmental and social per-
formance can be influenced by the culture and regulation of the 
context and by the sector in which the firm operates, we include a 
variable that determines the geographic location of the firm (geo-
graphical region) (Baraibar-Diez and Odriozola 2019) and a vari-
able capturing the specific NACE 2-digit manufacturing sector of 
each firm (Velte and Stawinoga 2020).

Table 3 presents variables definitions and sources.

6   |   Results

6.1   |   Descriptive Statistics

Table  4 displays overall descriptive statistics. The average 
EPS and SPS of the sample are 64.19 and 71.12, respectively. 
Regarding the EPS, the worst performing firm scored less than 7, 
and the best performing firm achieved a score of more than 98. 
For the SPS, the worst firm scored less than 18, and the best per-
forming firm scored more than 97. The sample primarily consists 
of large firms, with an average age of nearly 68 years.

6.2   |   Cluster Analysis Results

The cluster analysis results, shown in Table 5, present a detailed 
and accurate picture of the different CG approaches to environ-
mental and social performance.

Forty-three firms are classified in the external CG approach clus-
ter. These firms did not adopt internal CG approaches. However, 
these firms have disclosed environmental and social information 
and relied on external figures that influence environmental and 
social performance through an operational approach.

Internal operational CG approach cluster includes firms with 
an internal team, which is an operational corporate function 

(1)
Environmental performance=

f (CG approach, Control variables) (Model

(2)
Social performance = f (CG approach, Control variables) (Model
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10 Business Strategy and the Environment, 2025

responsible for executing tangible initiatives about environ-
mental and social aspects. This cluster is the most populated 
cluster, with 102 firms that do not have a committee. Thus, 
the environmental and social culture spreads from the middle 

level into the various business functions that the team ad-
dresses for operational aspects, instead of strategic or political 
ones. Internal resources influence environmental and social 
performance.

TABLE 3    |    Variable definitions.

Variable Definition Source Year

Dependent variables

Environmental 
performance score (EPS)

The environment pillar score is the weighted average rating of a 
firm based on the reported environmental information and the 
resulting three environmental category scores: emissions score, 

environmental innovation score, and resource use score.

Refinitiv 2023

Emission score (ES) The emissions score measures a firm's commitment 
and effectiveness in reducing environmental emissions 

in production and operational processes.

Refinitiv 2023

Environmental 
innovation score (EIS)

The environmental innovation score reflects a firm's capacity 
to reduce its customers' environmental costs and burdens 

and, therefore, create new market opportunities through new 
environmental technologies, processes, or eco-designed products.

Refinitiv 2023

Resource use score (RUS) Resource use score reflects a firm's performance and capacity to 
reduce the use of materials, energy or water, and to find more eco-

efficient solutions by improving supply chain management.

Refinitiv 2023

Social performance score 
(SPS)

The social pillar score is the weighted average rating of a firm 
based on the reported social information and the resulting 

four social category scores: product responsibility score, 
workforce score, human rights score, and community score.

Refinitiv 2023

Human rights score 
(HRS)

Human rights score measures a firm's effectiveness towards 
respecting the fundamental human rights conventions.

Refinitiv 2023

Product responsibility 
score (PRS)

Product responsibility score reflects a firm's capacity to 
produce quality goods and services that integrate the 

customer's health and safety, integrity, and data privacy.

Refinitiv 2023

Workforce score (WS) Workforce score measures a firm's effectiveness towards job 
satisfaction, healthy and safe workplace, maintaining diversity and 

equal opportunities, and development opportunities for its workforce.

Refinitiv 2023

Community score (CS) Community score measures the firm's commitment towards being a 
good citizen, protecting public health, and respecting business ethics.

Refinitiv 2023

Independent variables

CG approach Dummy variable for different cluster defining CG approaches to ESG: 
external CG approach, internal operational CG approach, internal 

strategic CG approach, and internal and external CG approach

Corporate 
disclosure 
and cluster 

analysis

2023

Control variables

Firm size Turnover Refinitv 2023

Firm age Number of years since firm foundation Refinitv 2023

Profitability Net income on total assets Refinitv 2023

Indebtedness Debt/equity ratio Refinitv 2023

Sector Dummy variables taking the value 1 if a firm operates 
in the sector, 0 otherwise, NACE code

Refinitiv 2023

Geographical region Dummy variables taking the value 1 if a firm 
operates in the country, 0 otherwise

Refinitv 2023

Abbreviation: CG = Corporate Governance.
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11Business Strategy and the Environment, 2025

The last two clusters contain firms that have appointed a com-
mittee, a group of directors to implement environmental and 
social policies and strategies, and an internal team. Internal 
strategic CG approach cluster includes 38 firms that have ap-
pointed a committee without independent directors. The envi-
ronmental and social culture is spread from the top and middle 
levels, and the approach is twofold: operational and strategic. 
Again, internal resources influence environmental and social 
performance.

In conclusion, the internal and external strategic CG approach 
cluster consists of 94 firms that have appointed a committee 
composed of dependent and independent directors and an inter-
nal team. The approach is twofold: operational and strategic. The 
environmental and social culture is all-encompassing and relies 
on many dedicated resources, both internal and external.

Summarizing, the distribution of clusters is characterized by 
variations in the origin of the resources (i.e., external vs. inter-
nal) and the governance orientation to environmental and social 
issues (i.e., operational or strategic) (Figure 2). This categoriza-
tion can help understand how different CG approaches tackle 
challenges, manage resources, and then perform in terms of en-
vironmental and social aspects.

Table 6 presents the mean values of the environmental and so-
cial performance and category scores per CG approach. For the 
EPS, the internal and external strategic CG approach achieves 
the highest average score (68.18), followed by the internal stra-
tegic CG approach (65.90) and the internal operational CG ap-
proach (62.21). The external CG approach has the lowest score 
(58.25). In terms of SPS, the internal strategic CG approach also 

leads with an average score of 75.11, followed closely by the 
internal and external strategic CG approach (73.24). Again, 
the external CG approach shows the lowest score (64.50). The 
overall scores of the other categories are similarly higher for 
internal strategic CG approach and Internal and external stra-
tegic CG approach. Firms that rely exclusively on external CG 
approaches tend to lag in performance in most categories, while 
those that incorporate internal strategic elements perform con-
sistently better.

To ensure the validity of the regression results, a Pearson cor-
relation analysis was first conducted. This analysis confirmed no 
significant multicollinearity among the independent variables. 
VIF values indicated that multicollinearity is not a concern in 
the model.

6.3   |   Multiple Regression Results

Two multiple regression models examined the relationship be-
tween the CG approaches and environmental (Model 1 [EPS]) 
and social (Model 2 [SPS]) performance. The external CG ap-
proach was used as a reference.

To address potential endogeneity, we implement a control func-
tion approach (CFA). In the first stage, we regress cluster assign-
ment on a set of firm-level exogenous characteristics. We then 
include the residuals from this first-stage regression in the main 
models. In both EPS and SPS regressions, these residuals are not 
statistically significant, suggesting no evidence of endogeneity.

Table 7 shows the results of the empirical analysis.

In Model 1 (EPS), internal operational CG approach, internal 
strategic CG approach, and internal and external strategic CG ap-
proach have a positive impact, although only the latter is statisti-
cally significant. Internal and external strategic CG approach also 
has the largest effect (b = 11.3137, p < 0.01).

In Model 2 (SPS), all internal operational CG approaches, internal 
strategic CG approaches, and internal and external strategic CG 
approaches have a positive and statistically significant impact. 
Internal strategic CG approach has the largest effect (b = 11.8758, 
p < 0.01), followed by internal and external strategic CG approach 
(b = 10.2192, p < 0.1) and internal operational CG approach 
(b = 6.3110, p < 0.05).

Only firm size positively and significantly affects EPS and SPS 
among the control variables.

6.4   |   Robustness Check

We replicate the multiple linear regression model for the envi-
ronmental and social categories as a robustness check.

Three multiple regression models examined the relationship be-
tween the CG approaches and different environmental categories 
(Table 8). In Model 3 (ES), all the coefficients of the CG approaches 
are positive but not statistically significant. In Model 4 (EIS), the 
internal and external strategic CG approach is the only variable 

TABLE 4    |    Descriptive statistics.

Variable Mean/% SD Min Max

EPS 64.19 1.26 6.84 98.32

ES 70.92 1.40 2.28 99.80

EIS 48.25 1.90 0.00 99.90

RUS 72.02 1.35 0.46 99.87

SPS 71.12 1.00 17.67 97.51

HRS 69.34 1.35 0.00 95.31

PRS 70.78 1.48 6.55 99.71

WS 75.80 1.20 17.41 99.84

CS 69.36 1.42 4.17 99.84

CG approach 0 1

Firm size 11.18 23.36 0.12 211.63

Firm age 67.51 3.05 2.00 264.00

Profitability 0.24 0.01 0.00 1.07

Indebtedness 0.73 0.05 0.01 6.61

Abbreviations: CG, corporate governance; CS, community score; EIS, 
environmental initiative score; EPS, environmental performance score; ES, 
environmental score; HRS, human rights score; PRS, product responsibility 
score; RUS, resource use score; SPS, sustainable production score; WS, 
workforce score.
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with a positive and statistically significant impact (b = 15.5665, 
p < 0.05). In Model 5 (RUS), all three CG approaches—internal 
and external strategic CG approach, internal strategic CG approach, 
and internal operational CG approach—show positive and statis-
tically significant coefficients. The internal and external strategic 
CG approach has the largest effect (b = 12.7276, p < 0.01), followed 
by the internal strategic CG approach (b = 9.7077, p < 0.1) and the 
internal operational CG approach (b = 8.3350, p < 0.1). Among con-
trol variables and across all models, firm size consistently shows a 
positive and significant influence on all environmental categories. 
Other control variables do not exhibit statistically significant ef-
fects in any of the models.

Four multiple regression models examined the relationship 
between the CG approaches and different social performance 
categories (Table 9). In Model 6 (HRS), all CG approaches have 

positive coefficients. However, only the internal and external 
strategic CG approach (b = 8.6036, p < 0.1) and the internal stra-
tegic CG approach (b = 10.3354, p < 0.1) are statistically signifi-
cant. In Model 7 (PRS), both the internal and external strategic 
CG approach (b = 12.4917, p < 0.05), the internal strategic CG 
approach (b = 15.8959, p < 0.05) and the internal operational 
CG approach (b = 12.2567, p < 0.05) exhibit positive and statis-
tically significant effects. In Model 8 (WS), all CG approaches 
positively impact workforce score, with the internal and external 
strategic CG approach (b = 11.4944, p < 0.01) and the internal 
strategic CG approach (b = 9.2905, p < 0.05) being statistically 
significant. In Model 8 (WS), both the internal and external 
strategic CG approach (b = 8.0735, p < 0.1) and the internal stra-
tegic CG approach (b = 11.1045, p < 0.05) have significant and 
positive coefficients. Again, across all models and among con-
trol variables, only firm size consistently shows a positive and 

TABLE 5    |    Cluster analysis.

CG 
approach

Number 
of firms

External 
advisors

Independent 
directors

Internal 
sustainability 

team

Board 
sustainability 

committee Description

External 
operational 
CG approach

39 Yes No No No The firm does not show any 
environmental and social 

dedicated structure. It engages 
external advisors. The approach 

is operational. External resources 
influence environmental and 
social performance through 

an operational approach.

Internal 
operational 
CG approach

100 No No Yes No The firm has an internal team. It is 
an operational corporate function 
responsible for executing tangible 

initiatives about environmental and 
social issues. The environmental 

and social culture is spread 
from the middle level. Internal 

resources influence environmental 
and social performance.

Internal 
strategic CG 
approach

39 No No Yes Yes The firm has an internal committee 
composed of dependent directors 

and a team. The approach is 
twofold: operational and strategic. 
Environmental and social culture 
follows a two-pronged approach: 
a holistic perspective and a top-

down methodology. Internal 
resources influence environmental 

and social performance.

Internal and 
external 
strategic CG 
approach

91 Yes/no Yes Yes/no Yes The firm has a committee composed 
of dependent and independent 

directors and a team. The approach 
is twofold: operational and strategic. 

The environmental and social 
culture is all-encompassing and 

relies on many dedicated resources, 
both internal and external.

Abbreviation: CG, corporate governance.
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13Business Strategy and the Environment, 2025

statistically significant influence on social performance catego-
ries. Other control variables do not exhibit statistically signifi-
cant effects in any of the models.

7   |   Discussion

The empirical analysis helps understand how various CG ap-
proaches, distinguished by their emphasis on resource exploration 
and/or resource exploitation, internal and/or external resources 
origin and operational or strategic orientation, impact a firm's 
environmental and social performance. The results demonstrate 
how a structured and comprehensive CG approach, exemplified 
by the internal and external strategic CG approach and Internal 
strategic CG approach clusters, positively impacts environmental 
and social performance. This suggests that, in line with stake-
holder theory, prioritizing environmental and social consider-
ations within governance structures and integrating them into 

strategic decision-making processes leads to improved environ-
mental and social performance (Biswas et al. 2018; Ludwig and 
Sassen 2022). This is consistent with the perspective of resource 
dependency theory, which posits that firms strategically design 
governance structures to access and manage critical resources 
(Salancik and Pfeffer 1978). The transition from externally sourced 
to internally embedded sustainability capabilities reflects a shift in 
how firms manage resource dependencies—initially leveraging 
external expertise to gain legitimacy and guidance and developing 
autonomous internal capacities to ensure long-term sustainability 
integration. These insights can offer valuable guidance for firms 
aiming to enhance their sustainability efforts through effective CG 
mechanisms (Michelon and Parbonetti 2012).

The use of resources devoted to developing internal capabilities 
is increasing as firms gain experience and expertise in environ-
mental and social issues, which also affects the role of exter-
nal advisors. By appointing a committee or a person to oversee 

FIGURE 2    |    Mapping CG approach clusters.

TABLE 6    |    Environmental and social performance and categories averages by CG approach.

CG approach EPS ES EIS RUS SPS HRS PRS WS CS

External CG approach 58.25 67.72 40.51 63.78 64.50 62.69 61.47 69.25 65.70

Internal operational CG approach 62.21 66.94 46.91 71.51 70.21 70.85 71.81 71.42 67.24

Internal strategic CG approach 65.90 73.16 49.61 74.08 75.11 73.45 75.05 78.23 72.35

Internal and external strategic CG approach 68.18 75.72 52.45 75.24 73.24 68.77 71.80 82.39 71.97

Total 64.19 70.92 48.25 72.02 71.12 69.34 70.78 75.80 69.36

Abbreviations: CG, corporate governance; CS, community score; EIS, environmental initiative score; EPS, environmental performance score; ES, environmental score; 
HRS, human rights score; PRS, product responsibility score; RUS, resource use score; SPS, sustainable production score; WS, workforce score.
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14 Business Strategy and the Environment, 2025

sustainability issues at the board level, firms could implement 
the strategy of leveraging internal resources. Investing in inte-
grating environmental and social considerations into CG and 
allocating internal and external dedicated resources to manage 
these issues can significantly improve overall sustainability.

Furthermore, the analysis has highlighted how the transition 
from a resource exploration approach, characterised by exter-
nal assistance and reliance on advisors, to a resource exploita-
tion approach, with greater involvement of internal resources 
dedicated to sustainability, is associated with improvements 
in environmental and social performance. Indeed, the results 
show that firms with the external CG approach have a lower 
environmental and social performance than firms with even 
only a dedicated team, as explained by the internal operational 
CG approach. This suggests that as firms mature and gain ex-
perience in environmental and social issues, internalization of 
functions and building internal capabilities becomes crucial to 
maintain and enhance sustainability performance. The more 
firms internalize functions and processes related to sustainabil-
ity within their organizational structure, the more they benefit in 
terms of environmental and social performance. Managing the 
transition from external to internal resource orientation in CG 
requires a strategic and phased approach. In the early stages of 
sustainability engagement, firms often depend on external advi-
sors and independent directors to access expertise, benchmark 

best practices, and build legitimacy. These external resources 
play a critical role in helping firms interpret regulatory frame-
works, engage with stakeholders, and frame their initial envi-
ronmental and social initiatives (Hillman et  al.  2009; Orazalin 
and Baydauletov 2020). However, as firms gain experience, they 
are increasingly able to develop in-house capabilities and rou-
tines (Zollo and Winter  2002). This transition involves institu-
tionalizing sustainability by investing in internal competencies, 
such as appointing dedicated teams, embedding ESG responsi-
bilities into managerial roles, and establishing board-level sus-
tainability committees. These internal mechanisms foster deeper 
environmental and social objectives integration into strategic 
decision-making and day-to-day operations (Pucheta-Martínez 
and Gallego-Álvarez  2019). While external inputs may remain 
valuable for strategic renewal and independent oversight, long-
term performance depends on a firm's ability to embed sustain-
ability into its organization. In this sense, the balance between 
exploration and exploitation becomes a theoretical construct 
and a practical pathway for effective governance in the pursuit 
of sustainability.

TABLE 7    |    Regression results.

Model 1 
(EPS)

Model 2 
(SPS)

Predictors Estimates Estimates

(Intercept) 22.3440
(20.6325)

39.5449**
(15.9312)

Internal and external 
strategic CG approach

11.3137***
(4.2363)

10.2192***
(3.2710)

Internal operational CG 
approach

4.2640
(4.0353)

6.3110**
(3.1158)

Internal strategic CG 
approach

7.0874
(4.8383)

11.8758***
(3.7358)

Firm size 0.1626***
(0.0606)

0.1627***
(0.0468)

Firm age 0.0153
(0.0274)

0.0324
(0.0212)

Profitability −1.8906
(18.3597)

−11.0807
(14.1763)

Indebtedness −1.7815
(1.8311)

0.9382
(1.4139)

Sector Yes Yes

Geographical region Yes Yes

Observations 269 269

R2/R2 adjusted 0.382/0.204 0.412/0.243

Note: *p < 0.1; **p < 0.05; ***p < 0.01.
Abbreviations: CG, corporate governance; EPS, environmental performance 
score; SPS, sustainable production score.

TABLE 8    |    Environmental performance robustness check results.

Model 3  
(ES)

Model 4  
(EIS)

Model 5 
(RUS)

Predictors Estimates Estimates Estimates

(Intercept) 6.6208
(22.8648)

16.1208
(32.7741)

30.4179
(22.6350)

Internal and 
external 
strategic CG 
approach

6.1580
(4.6946)

15.5665**
(6.7292)

12.7276***
(4.6474)

Internal 
operational 
CG approach

1.9391
(4.4719)

−0.1822
(6.4099)

8.3350*
(4.4269)

Internal 
strategic CG 
approach

4.3432
(5.3618)

5.6499
(7.6855)

9.7077*
(5.3079)

Firm size 0.2029***
(0.0671)

0.1595*
(0.0962)

0.1710**
(0.0664)

Firm age 0.0098
(0.0304)

−0.0060
(0.0435)

0.0350
(0.0301)

Profitability −11.8855
(20.3461)

−15.7459
(29.1638)

8.7317
(20.1416)

Indebtedness −0.7364
(2.0292)

−2.9301
(2.9086)

1.6514
(2.0088)

Sector

Geographical 
region

Observations 269 269 269

R2/R2 
adjusted

0.387/0.210 0.315/0.117 0.355/0.169

Note: *p < 0.1; **p < 0.05; ***p < 0.01.
Abbreviations: CG, corporate governance; EIS, environmental initiative score; 
ES, environmental score; RUS, resource use score.
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15Business Strategy and the Environment, 2025

8   |   Implications

8.1   |   Theoretical Implications

This study contributes to the theoretical advancement of sustain-
able CG in several ways.

First, it introduces a resource-oriented typology of CG that uni-
fies stakeholder theory, resource dependency theory, and the ex-
ploration–exploitation logic into a single integrative framework. 
Prior research has typically applied these theories in parallel, not 
jointly theorized to explain the dynamic governance processes 
through which firms balance internal capability building and 
external boundary-spanning. We extend prior work by conceptu-
alizing CG as a system of resource orchestration across two axes, 
internal versus external and operational versus strategic, thus re-
framing governance as an adaptive complex learning mechanism 
rather than a static structural attribute.

Second, our integration refines the explanatory scope of both the-
ories by introducing the exploration–exploitation mechanism as 
a linking process between them. Through this lens, stakeholder 
theory explains the normative rationale for engaging multiple in-
terests, while resource dependency theory explains the structural 
mechanisms of access and control. The exploration–exploitation 
logic connects the two by describing how governance configura-
tions shift from exploration (external legitimacy and knowledge 

acquisition) to exploitation (internal integration and capability 
development). This dynamic interaction clarifies the microfoun-
dations of sustainable governance.

Third, we provide conceptual and empirical evidence that these 
theoretical complementarities yield distinct and measurable 
CG approaches. Our results demonstrate that strategic config-
urations, particularly those combining internal and external 
resources, generate superior environmental and social perfor-
mance. This finding extends the boundary conditions of both 
stakeholder and resource dependency theory, suggesting that 
sustainability outcomes depend not only on stakeholder engage-
ment or resource access per se, but on the balance between ex-
ploration and exploitation embedded in a firm's CG approach.

8.2   |   Practical Implications

From a managerial standpoint, the results highlight that sus-
tainability governance should function as an integrated process 
rather than a set of isolated structures. Managers and boards 
should encourage continuous collaboration between internal 
sustainability teams and board-level committees to align strate-
gic oversight with operational execution. Strengthening internal 
sustainability capabilities allows firms to internalize the benefits 
of external expertise and sustain improvements in both environ-
mental and social performance.

TABLE 9    |    Social performance robustness check results.

Model 6 (HRS) Model 7 (PRS) Model 8 (WS) Model 9 (CS)

Predictors Estimates Estimates Estimates Estimates

(Intercept) 23.2106
(22.4352)

29.0128
(26.7881)

66.2046***
(19.0180)

48.6142**
(24.0175)

Internal and external strategic CG 
approach

8.6036*
(4.6064)

12.4917**
(5.5001)

11.4944***
(3.9048)

8.0735
(4.9313)

Internal operational CG approach 6.7132
(4.3879)

12.2567**
(5.2392)

3.7435
(3.7195)

3.0244
(4.6973)

Internal strategic CG approach 10.3354*
(5.2610)

15.8959**
(6.2818)

9.2905**
(4.4597)

11.1045**
(5.6321)

Firm size 0.1570**
(0.0659)

0.0539
(0.0786)

0.2069***
(0.0558)

0.2463***
(0.0705)

Firm age 0.0520*
(0.0298)

0.0101
(0.0356)

0.0459*
(0.0253)

0.0222
(0.0319)

Profitability −18.3434
(19.9638)

4.5916
(23.8372)

−13.7467
(16.9230)

−8.1893
(21.3718)

Indebtedness 0.6336
(1.9911)

0.8150
(2.3774)

1.4260
(1.6878)

0.2151
(2.1315)

Sector

Geographical region

Observations 269 269 269 269

R2/R2 adjusted 0.369/0.187 0.251/0.035 0.418/0.250 0.341/0.151

Note: *p < 0.1; **p < 0.05; ***p < 0.01.
Abbreviations: CG, corporate governance; CS, community score; HRS, human rights score; PRS, product responsibility score; WS, workforce score.
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16 Business Strategy and the Environment, 2025

At the policy level, policymakers and regulators should consider 
supporting firms in adopting CG approaches that combine both 
internal resources and external expertise. For example, regula-
tory frameworks could incentivize firms to establish dedicated 
sustainability committees with both board and management 
participation, or to engage certified external advisors in sustain-
ability decision-making. In addition, reporting guidelines could 
be updated to capture not only board composition but also the 
strategic orientation and operational responsibility for sustain-
ability topics, allowing stakeholders to better evaluate a firm's 
governance model regarding its sustainability performance.

8.3   |   Limitations and Future Research

This study has several limitations that open avenues for future 
research.

The size and composition of the sample may influence the re-
sults. Additionally, it is important to consider temporal limita-
tions. The collected information may reflect a specific moment in 
time, and business and market conditions can change over time. 
Moreover, unobserved heterogeneity among firms, such as inter-
nal values, informal practices, or leadership priorities, might also 
shape both the adoption of CG approaches and environmental/
social performance, introducing biases not fully captured in our 
model. In addition, the study is based on cross-sectional data for 
a single year, which limits the ability to observe how governance 
mechanisms evolve over time and how their impact on sustain-
ability performance may change.

This limitation reflects current data availability constraints, par-
ticularly regarding detailed CG practices that are not consistently 
disclosed in earlier years. Nonetheless, this issue highlights an im-
portant avenue for future research. Future studies could incorpo-
rate panel structures, qualitative data, or advanced econometric 
techniques (e.g., fixed effects or instrumental variable methods) to 
enhance causal inference and capture time-varying effects.

Looking forward, our research paves the way for further explora-
tion into how resource allocation strategies and the changing en-
vironmental and social landscape interact. The capacity of CG to 
adapt, integrating sustainability as a strategic focus through both 
exploration and exploitation of resources, will be crucial in ad-
vancing corporate responsibility and sustainability performance.

9   |   Conclusion

The study reinforces the significance of a CG approach tailored 
to enhance environmental and social performance, recogniz-
ing the growing consensus that embedding environmental and 
social performance into core business strategies is not merely 
ethical but crucial for long-term success. By distinguishing CG 
approaches according to the origin of resources and their oper-
ational or strategic orientation, the analysis demonstrates that a 
nuanced CG approach, through internalizing environmental and 
social functions such as internal sustainability teams and board 
sustainability committees, and incorporating external resources 
like advisors and independent directors, yields the most consis-
tent improvements in environmental and social performance.

Beyond empirical evidence, the study advances the under-
standing of CG as an adaptive and learning-oriented system, 
capable of aligning organizational structures with evolving 
stakeholder and institutional expectations. The findings sug-
gest that environmental and social performance is not the 
result of isolated governance mechanisms, but rather of their 
coherent interaction within broader strategic processes. The 
results provide a robust foundation for future longitudinal 
analyses exploring how governance configurations evolve over 
time and how different institutional settings mediate their ef-
fects. In this sense, the study contributes to consolidating the 
link between governance design, resource orchestration, and 
sustainable value creation.
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Endnotes

	1	The different measurement possibilities could yield different results 
based on the sector, the country, and the firm‘s specific objectives. The 
lack of a standardized approach for measuring environmental and so-
cial performance makes comparative evaluation between very differ-
ent firms difficult.

	2	The measures include the efficiency of processes and the reduction of 
raw material and energy consumption; talent attraction and retention; 
customer loyalty; reputation, but few correlate the different styles of 
CG approaches.

	3	Firms with missing data or for which it was not possible to obtain a 
sustainability report were excluded from the analysis.

	4	The GRI Standards serve as a universally recognized guideline for ef-
fectively reporting economic, environmental, and social aspects.
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